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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-K
(Mark one)

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended July 31, 2010
or
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934
For the transition period from to
Commission file number 0-18225

CISCO SYSTEMS, INC.

(Exact name of Registrant as specified in its charter)

California 77-0059951
(State or other jurisdiction of (IRS Employer
incorporation or organization) Identification No.)
170 West Tasman Drive
San Jose, California 95134-1706
(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code: (408) 526-4000
Securities registered pursuant to Section 12(b) of the Act:
Title of Each Class: Name of Each Exchange on which Registered
Common Stock, par value $0.001 per share The NASDAQ Stock Market LLC
Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act. Yes O No

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. O Yes No

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required
to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes [ No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any,
every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this
chapter) during the preceding 12 months (or for such shorter period that the registrant was required to submit and post such
files). Yes O No

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein,
and will not be contained to the best of registrant’s knowledge, in definitive proxy or information statements incorporated by
reference in Part 111 of this Form 10-K or any amendment to this Form 10-K. [

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or
a smaller reporting company. See definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting company”
in Rule 12b-2 of the Exchange Act.

Large accelerated filer Accelerated filer [J
Non-accelerated filer [J (Do not check if a smaller reporting company) Smaller reporting company [

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). O Yes No

Aggregate market value of registrant’s common stock held by non-affiliates of the registrant, based upon the closing
price of a share of the registrant’s common stock on January 22, 2010 as reported by the NASDAQ Global Select Market on
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
ON FINANCIAL STATEMENT SCHEDULE

To the Board of Directors and Shareholders of Cisco Systems, Inc.:

Our audits of the consolidated financial statements and of the effectiveness of internal control over financial reporting
referred to in our report dated September 20, 2010 appearing in the 2010 Annual Report to Shareholders of Cisco Systems,
Inc. (which report and consolidated financial statements are incorporated by reference in this Annual Report on Form 10-K)
also included an audit of the financial statement schedule listed in Item 15(a)(2) of this Form 10-K. In our opinion, this
financial statement schedule presents fairly, in all material respects, the information set forth therein when read in
conjunction with the related consolidated financial statements.

/s/ PRICEWATERHOUSECOOPERS LLP

San Jose, California
September 20, 2010
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Valuation of Employee Stock Options and Employee Stock Purchase Rights
The assumptions related to and the valuation of employee stock options and employee stock purchase rights are summarized as follows:

EMPLOYEE STOCK OPTIONS EMPLOYEE STOCK PURCHASE RIGHTS

Years Ended July 31,2010  July 25, 2009  July 26, 2008 July 31,2010  July 25, 2009  July 26, 2008
Number of options granted (in millions) 4 9 151 N/A N/A N/A
Weighted-average assumptions:
Expected volatility 30.5% 36.0% 31.0% 30.9% 36.4% 32.6%
Risk-free interest rate 2.3% 3.0% 4.3% 0.5% 0.6% 2.7%
Expected dividend 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Kurtosis 4.1 4.5 4.6 N/A N/A N/A
Skewness 0.20 (0.19) (0.80) N/A N/A N/A
Weighted-average expected life (in years) 5.1 5.9 6.3 1.3 1.1 0.5
Weighted-average estimated grant date fair

value (per option /per share) $ 650 $ 6.60 $ 9.60 $ 653 $ 546 $ 6.12

The Company estimates the value of employee stock options on the date of grant using a lattice-binomial model and estimates the value of employee
stock purchase rights on the date of grant using the Black-Scholes model. The lattice-binomial model is more capable of incorporating the features of
the Company’s employee stock options, such as the vesting provisions and various restrictions including restrictions on transfer and hedging, among
others, and the options are often exercised prior to their contractual maturity. The use of the lattice-binomial model also requires extensive actual
employee exercise behavior data for the relative probability estimation purpose, and a number of complex assumptions as presented in the preceding
table. The probability estimation of the employees’ exercise behavior is assumed to be a function of two variables: an option’s remaining vested life
and the extent to which the option is in-the-money. Both of these two variables are based on the entire history of exercises and cancellations on all
past option grants made by the Company.

The determination of the fair value of employee stock options and employee stock purchase rights on the date of grant is impacted by the
Company'’s stock price as well as assumptions regarding a number of highly complex and subjective variables. The weighted-average assumptions
were determined as follows:

« For employee stock options, the Company used the implied volatility for two-year traded options on the Company’s stock as the expected volatility
assumption required in the lattice-binomial model. For employee stock purchase rights, the Company used the implied volatility for traded options
(with contract terms corresponding to the expected life of the employee stock purchase rights) on the Company’s stock in the Black-Scholes model.
The selection of the implied volatility approach was based upon the availability of actively traded options on the Company’s stock and the
Company’s assessment that implied volatility is more representative of future stock price trends than historical volatility.

70 Cisco Systems, Inc.
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Notes to Consolidated Financial Statements

* The risk-free interest rate assumption is based upon observed interest rates appropriate for the term of the Company’s employee stock options and
employee stock purchase rights.

« The dividend yield assumption is based on the history and expectation of dividend payouts at the grant date.

* The estimated kurtosis and skewness are technical measures of the distribution of stock price returns, which affect expected employee stock option
exercise behaviors, and are based on the Company’s stock price return history as well as consideration of various academic analyses.

The expected life of employee stock options represents the weighted-average period the stock options are expected to remain outstanding and is a
derived output of the lattice-binomial model. The expected life of employee stock options is impacted by all of the underlying assumptions and
calibration of the Company’s model. The lattice-binomial model assumes that employees’ exercise behavior is a function of the option’s remaining
vested life and the extent to which the option is in-the-money. The lattice-binomial model estimates the probability of exercise as a function of these
two variables based on the entire history of exercises and cancellations on all past option grants made by the Company. The Company measures the
fair value of restricted stock and restricted stock units as if the awards were vested and issued on the grant date.

Accuracy of Fair Value Estimates The Company uses third-party analyses to assist in developing the assumptions used in, as well as calibrating, its
lattice-binomial and Black-Scholes models. The Company is responsible for determining the assumptions used in estimating the fair value of its share-
based payment awards. The Company’s determination of the fair value of share-based payment awards is affected by assumptions regarding a
number of highly complex and subjective variables. These variables include, but are not limited to, the Company’s expected stock price volatility over
the term of the awards and actual and projected employee stock option exercise behaviors. Option-pricing models were developed for use in
estimating the value of traded options that have no vesting or hedging restrictions and are fully transferable. Because the Company’s employee stock
options have certain characteristics that are significantly different from traded options, and because changes in the subjective assumptions can
materially affect the estimated value, in management's opinion, the existing valuation models may not provide an accurate measure of the fair value or
be indicative of the fair value that would be observed in a willing buyer/willing seller market for the Company’s employee stock options.
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Management’s Discussion and Analysis of Financial Condition and Results of Operations

G&A Expenses
Fiscal 2010 Compared with Fiscal 2009

The increase in G&A expenses in fiscal 2010 compared with fiscal 2009 was in part attributable to approximately $130 million of higher real estate-
related charges related to impairments and other charges related to excess facilities. Additionally, G&A expenses in fiscal 2010 increased due to
higher share-based compensation expense, higher headcount-related expenses, acquisition-related expenses, and higher information technology
expenses, as well as the impact of the extra week in fiscal 2010.

Fiscal 2009 Compared with Fiscal 2008

The increase in G&A expenses in fiscal 2009 compared with fiscal 2008 was primarily due to increased project-related expenses, including information
technology expenses. Other factors also contributed to the increase in G&A expenses in fiscal 2009, including higher share-based compensation and
acquisition-related compensation expenses, as well as the enhanced early retirement and limited workforce reduction charges in fiscal 2009.

Effect of Foreign Currency

In fiscal 2010, foreign currency fluctuations, net of hedging, increased the combined R&D, sales and marketing, and G&A expenses by $34 million, or
approximately 0.2%, compared with fiscal 2009. In fiscal 2009, foreign currency fluctuations, net of hedging, decreased the combined R&D, sales and
marketing, and G&A expenses by approximately $280 million, or 1.8%, compared with fiscal 2008.

Headcount

Fiscal 2010 Compared with Fiscal 2009

For fiscal 2010, our headcount increased by approximately 5,150 employees, which was attributable to the acquisitions of Tandberg and Starent along
with targeted hiring as part of our investment in growth initiatives. We expect to increase our headcount in the near term based on what we believe to

be a positive market for our growth initiatives, and in addition to hiring in order to capitalize on such initiatives, our hiring will be focused on productivity
improvements and movements into new market adjacencies.

Fiscal 2009 Compared with Fiscal 2008

Our headcount decreased by 584 employees in fiscal 2009. The decrease in headcount in fiscal 2009 resulted from our limited workforce reduction
actions, employee attrition, and a hiring pause. The decrease was partially offset by the effect of acquisitions and the hiring of recent college
graduates.

Share-Based Compensation Expense
The following table presents share-based compensation expense (in millions):

Years Ended July 31, 2010 July 25, 2009 July 26, 2008
Cost of sales—product $ 57 $ 46 $ 40
Cost of sales—service 164 128 108
Share-based compensation expense in cost of sales 221 174 148
Research and development 450 382 339
Sales and marketing 536 441 438
General and administrative 310 234 187
Share-based compensation expense in operating expenses 1,296 1,057 964
Total share-based compensation expense $ 1,517 $ 1,231 $ 1,112

Share-based compensation expense increased for fiscal 2010 compared with fiscal 2009 due primarily to the effects of straight-line vesting compared
with accelerated vesting for options granted prior to fiscal 2006, a change in vesting periods from five to four years for awards granted beginning in
fiscal 2009, and the impact of the extra week in fiscal 2010. Share-based compensation expense for fiscal 2009 increased compared with fiscal 2008,
primarily due to a larger proportion of share-based awards being subject to straight-line vesting, a shorter vesting period of four years for most share-
based awards granted in fiscal 2009, and an increase in the weighted-average estimated grant date fair value for each share-based award. See Note
13 to the Consolidated Financial Statements.
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Notes to Consolidated Financial Statements

13. Employee Benefit Plans

(a) Employee Stock Purchase Plan

The Company has an Employee Stock Purchase Plan, which includes its subplan, the International Employee Stock Purchase Plan (together, the
“Purchase Plan”), under which 471.4 million shares of the Company’s common stock have been reserved for issuance as of July 31, 2010. Effective
July 1, 2009, eligible employees are offered shares through a 24-month offering period, which consists of four consecutive 6-month purchase
periods. Employees may purchase a limited number of shares of the Company’s stock at a discount of up to 15% of the lesser of the market value at
the beginning of the offering period or the end of each 6-month purchase period. Prior to July 1, 2009 the offering period was six months. The
Purchase Plan is scheduled to terminate on January 3, 2020. The Company issued 27 million, 28 million, and 19 million shares under the Purchase
Plan in fiscal 2010, 2009, and 2008, respectively. As of July 31, 2010, 156 million shares were available for issuance under the Purchase Plan.

(b) Employee Stock Incentive Plans

Stock Incentive Plan Program Description As of July 31, 2010, the Company had five stock incentive plans: the 2005 Stock Incentive Plan (the “2005
Plan”); the 1996 Stock Incentive Plan (the “1996 Plan”); the 1997 Supplemental Stock Incentive Plan (the “Supplemental Plan”); the Cisco Systems,
Inc. SA Acquisition Long-Term Incentive Plan (the “SA Acquisition Plan”); and the Cisco Systems, Inc. WebEx Acquisition Long-Term Incentive Plan
(the “WebEx Acquisition Plan”). In addition, the Company has, in connection with the acquisitions of various companies, assumed the share-based
awards granted under stock incentive plans of the acquired companies or issued share-based awards in replacement thereof. Share-based awards are
designed to reward employees for their long-term contributions to the Company and provide incentives for them to remain with the Company. The
number and frequency of share-based awards are based on competitive practices, operating results of the Company, government regulations, and
other factors. Since the inception of the stock incentive plans, the Company has granted share-based awards to a significant percentage of its
employees, and the majority has been granted to employees below the vice president level. The Company’s primary stock incentive plans are
summarized as follows:

2005 Plan As amended on November 15, 2007, the maximum number of shares issuable under the 2005 Plan over its term is 559 million shares plus
the amount of any shares underlying awards outstanding on November 15, 2007 under the 1996 Plan, the SA Acquisition Plan, and the WebEx
Acquisition Plan that are forfeited or are terminated for any other reason before being exercised or settled. If any awards granted under the 2005 Plan
are forfeited or are terminated for any other reason before being exercised or settled, then the shares underlying the awards will again be available
under the 2005 Plan.

Prior to November 12, 2009, the number of shares available for issuance under the 2005 Plan was reduced by 2.5 shares for each share awarded
as a stock grant or stock unit. Pursuant to an amendment approved by the Company’s shareholders on November 12, 2009, following that amendment
the number of shares available for issuance under the 2005 Plan is reduced by 1.5 shares for each share awarded as a stock grant or a stock unit, and
any shares underlying awards outstanding under the 1996 Plan, the SA Acquisition Plan, and the WebEx Acquisition Plan that expire unexercised at
the end of their maximum terms become available for reissuance under the 2005 Plan. The 2005 Plan permits the granting of stock options, stock,
stock units, and stock appreciation rights to employees (including employee directors and officers), consultants of the Company and its subsidiaries
and affiliates, and non-employee directors of the Company. Stock options and stock appreciation rights granted under the 2005 Plan have an exercise
price of at least 100% of the fair market value of the underlying stock on the grant date and prior to November 12, 2009 have an expiration date no
later than nine years from the grant date. The expiration date for stock options and stock appreciation rights granted subsequent to the amendment
approved on November 12, 2009 shall be no later than ten years from the grant date. The stock options will generally become exercisable for 20% or
25% of the option shares one year from the date of grant and then ratably over the following 48 or 36 months, respectively. Stock grants and stock
units will generally vest with respect to 20% or 25% of the shares covered by the grant on each of the first through fifth or fourth anniversaries of the
date of the grant, respectively. The Compensation and Management Development Committee of the Board of Directors has the discretion to use
different vesting schedules. Stock appreciation rights may be awarded in combination with stock options or stock grants, and such awards shall provide
that the stock appreciation rights will not be exercisable unless the related stock options or stock grants are forfeited. Stock grants may be awarded in
combination with non-statutory stock options, and such awards may provide that the stock grants will be forfeited in the event that the related non-
statutory stock options are exercised.

1996 Plan The 1996 Plan expired on December 31, 2006, and the Company can no longer make equity awards under the 1996 Plan. The maximum
number of shares issuable over the term of the 1996 Plan was 2.5 billion shares. Stock options granted under the 1996 Plan have an exercise price of
at least 100% of the fair market value of the underlying stock on the grant date and expire no later than nine years from the grant date. The stock
options generally become exercisable for 20% or 25% of the option shares one year from the date of grant and then ratably over the following 48 or 36
months, respectively. Certain other grants have utilized a 60-month ratable vesting schedule. In addition, the Board of Directors, or other committees
administering the plan, has the discretion to use a different vesting schedule and have done so from time to time.
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